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INSTRUCTIONS TO CANDIDATES: There are FOUR (4) questions on 

this paper and all are 
COMPULSORY. 

 
 TWO (2) questions in Section A. 
 TWO (2) questions in Section B. 
 
 This is a 3-hour closed book 

examination. 
 
      Answer ALL FOUR (4) questions. 
 
      All questions carry equal marks. 
       
 Use of calculators is allowed. 
 
 Discount tables and Formula 

sheet are attached at the back of 
this question paper. 
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SECTION A – ANSWER ALL QUESTIONS FROM THIS SECTION 
 

QUESTION 1 
Alcatel Ltd, mid-sized electronics manufacturing company, has been experiencing 
steady growth over the past few years. To capitalise on emerging market 
opportunities and to strengthen its competitive position, the company has recently 
embarked on an ambitious expansion strategy.  
 
 
 
As part of this strategy, the management team at Alcatel Ltd is currently evaluating 
three potential investment projects, each with unique characteristics and potential 
benefits. 
 
 
Each project requires an initial capital investment of £700,000. 
 
 
All the projects have a lifespan of 5 years. The net after-tax cash flows of the 
projects are as follows: - 
 

Years   Project A (£)   Project B (£)   Project C (£) 

1   225,000   275,000   165,000 

2   225,000   200,000   205,000 

3   225,000   150,000   140,000 

4   150,000   150,000 215,000 

5   150,000   150,000   190,000 

  
  
 The company has a target cost of capital of 10% which it uses to evaluate all new 
projects. In addition, at the end of the five-year project, the assets initially bought for 
project B will be sold for £100,000. 
 
 
 

 
 
 
 
 
 
 

Question 1 continued over the page… 
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Question 1 continued… 
 
Required: 
 

I. Compute the Net Present Value (NPV) for each project and recommend which 
project should be taken up.                                         

(10 marks) 
 

II. Calculate the payback period for Project A only.  
(3 marks) 

 
III. Calculate the Accounting Rate of Return (ARR) for Project B using the average 

method. 
(3 marks) 

 
 

IV. Calculate the Internal rate of return (IRR) for Project C only. 
(4 marks) 

V. Critically evaluate the use of future cash flows over accounting profits in capital 
investment appraisal. 

(5 marks) 
 
 

[TOTAL 25 MARKS]  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Please turn the page 

PAST
 E

XAM
IN

ATIO
N



Page 4 of 9 
University of Bolton 
Off Campus Division – Western International College 
BA (Hons) Accountancy 
Semester One Examination 2024/2025 
Management Accounting and Decision-Making  
Module No: ACC5002  
 
Question 2 

 
a) You are the senior executive of a large manufacturing company, and you're 

conducting an evaluation of your production managers. The company has 
several production managers, each responsible for a different product line. 
You strongly believe in the principle of controllability and want to ensure fair 
and accurate evaluations. 

 
Required: 
 In the context of the production managers, how would you apply the principle 
of controllability to determine which costs should be considered when 
evaluating their performance, and which costs should be excluded from their 
evaluation? Provide specific examples to illustrate your approach.  

                            (5 marks) 
 

b) Analyse the attributes of a good transfer policy and the methods of transfer 
pricing                                                                                 

(5 marks) 
 

c) The Salary for the market researcher in charge of guiding the development of 
a new product. This is a new position designed specifically for the new 
product, and it will have a fixed cost of £50,000. 

 
Evaluate whether this cost is relevant to the decision to proceed with the 
development of the product. Provide relevant reason to your answer.        

 (3 marks)  
 

 
d) Office cleaning expenses of £200 for next month. The office is cleaned by 

contractors and the contract can be cancelled by giving one month’s notice. 

Is this cost relevant to a decision to close the office? Provide relevant reason 
for your answer.                                                                                   

(2 marks)  
 
 

e) Evaluate the benefits of the Balanced Scorecard in a Performance 
Management System.                                     

(5 marks) 
 

f) Compare and contrast between marginal and absorption costing.   

(5 marks)  
[TOTAL 25 MARKS] 
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SECTION B – ANSWER ALL QUESTIONS FROM THIS SECTION 
 

QUESTION 3  
 

a) Radek Ltd has budgeted sales of 400 units at £2.50 each. The variable costs 

are expected to be £1.80 per unit, and fixed costs are to be absorbed at £0.20 

per unit.  

The actual sales were 500 units at £2 each and variable costs were £1.50 and 

fixed costs were as expected.  

 

Required:  
 
Calculate the sales price and sales volume variances (using marginal and 

absorption costing). 

(6 marks)  
 
b) The following information relates to the production of Product X.  

 

Extract from the standard cost card of Product X.  

Direct materials (40 square metres × £5.30 per square metre) £212.  

 

Actual results for direct materials in the period: 1,000 units were produced and 

39,000 square metres of material costing £210,600 in total was purchased 

and used.  

 

Required:  
 
Calculate the materials total, price and usage variances for Product X  
in the period. 

(6 marks) 
 
 

 
 
 
 
 
 

Question 3 continued over the page… 
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c) Roseberry Ltd makes a single product. Information relating to this product is 
given below: 
 

Fixed production overheads: £22,960  
Units: 6,560  
The standard time to produce each unit is 2 hours  

 
 
 

Actual  
Fixed production overheads: £24,200  
Units: 6,460  
Labour hours:12,600 hrs  
 
 
Required:  
 
Calculate the following:  
 

I. fixed overhead absorption rate per hour  
(2 marks) 

 
II. fixed overhead capacity variance  

 
(3 marks) 

 
III. Fixed overhead efficiency variance  

(3 marks) 
 
 

IV. Suggest the possible causes for the EACH variance calculated in 
(c).  

(5 marks) 
 

[TOTAL 25 MARKS] 
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QUESTION 4 
 

a) As a part of the next management meeting, you have been asked to evaluate 
the following approaches to budgeting  

 
I. Imposed budget and participatory budget 

 
II. Incremental Budget 

 
III. Zero-based budgeting 

 
IV. Activity-based budgeting 

 
 V. Rolling Budget                                                                   

 (20 marks) 
 

b) In his study of The Impact of Budgets on People Argyris reported the following 
comment by a financial controller on the practice of participation in the setting 
of budgets in his company. 'We bring in the supervisors of budget areas, we 
tell them that we want their frank opinion but most of them just sit there and 
nod their heads. We know they're not coming out with exactly how they feel. I 
guess budgets scare them.' 

 
Required: 
 

Evaluate reasons why managers may be reluctant to participate fully in setting 
budgets  

(5 marks) 
 

[TOTAL 25 MARKS] 
 
 
 

END OF QUESTIONS 
 

PLEASE TURN THE PAGE FOR FORMULAE SHEET 
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FORMULAE SHEET 
 
Internal Rate or Return (IRR) 
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END OF PAPER 
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